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Information asymmetry has always been besetting the participants in the capital 
market. How to reduce the information asymmetry and make the capital market more 
efficiently have been paid close attention by the scholars for a long time. Management 
forecasts as a kind of forward-looking information which are disclosed before annual 
report, whether they can play a role in reducing the cost of equity capital fully and 
what is influence mechanism are the main contents in this dissertation. This 
dissertation divides management forecasts into qualitative forecasts and quantitative 
forecasts, and explores the effects of two forecasts on the cost of equity capital. 
In the part of qualitative forecasts, from the perspective of news type, this paper 
has four findings: (1) this part explores the effect ofdifferent news forecasted by the 
management on the cost of equity capital. We find that, compared to the confirming 
news, good news can help reduce the cost of equity capital. On the contrary, the 
exposure of bad news increases the cost of equity capital and has larger marginal 
effect on the cost of equity capital than the good news. Given that the information 
environment is the major factor which influences the informational transmission. 
From the perspective of information asymmetry, this paper investigates the effect of 
news forecasted by managers on the cost of equity capital in the different information 
environments. We find that when the firm has higher information transparency, the 
good news forecasted by managers has significantly negative effect on the cost of 
equity capital while bad news has considerably positive effect. However, when the 
firm is in the situation of lower information transparency, the news forecasted by the 
management has no effect on the cost of equity capital.(2) We further analyze how the 
extent of good news influence the cost of equity capital, and find that the better news 
reduces the cost of equity capitalmore significantly.The extent of asymmetric 
information is correlated with the incentive of management disclosure. The disclosure 
mechanism of management forecast and the degree of ownership concentration are 
















decrease the cost of equity capital than that under voluntary disclosure; With the 
extent increasing of ownership concentration, the better the news is, the lower the cost 
of equity capital is. (3) From the perspective of precision, this dissertation analyzes 
the news disclosed from the management forecasts has an impact on the cost of equity 
capital, and we find that the better news reduces the cost of equity capitalmore 
significantly in the closed range. In addition, considering the change of management 
forecasts mechanism in 2006, we further analyze the reasons why the extent of good 
news can influence the cost of equity capital in the closed range.(4) In the view of 
management, this dissertation explores motivations that the managers disclose close 
range forecasts. We find that firms that have external financing motivation, insider 
trading motivation or better corporation reputations are more inclined to disclose 
close range management forecasts; In addition, when the insiders buy stocks, the 
possibility of close range forecasts is less, on the contrary, when insiders sell stocks, 
the possibility is more. 
In the part of quantitative forecasts, this paper explores that the quality of 
management forecasts influences the cost of equity capital. We find that the higher 
quality of management forecasts has contributed to reduce the cost of equity capital 
more significantly. Because ownership, product markets competition, external 
financial incentive, growth and profitability are the main factors that influence the 
motivation of management forecasts, this dissertation analyzes the relationship 
between the quality of management forecast and the cost of equity capital in the views 
of factors mentioned above. the higher quality from the states’ management forecast, 
the cost of equity decrease significantly more; the quality of management forecasts 
disclosed by the firms in the competitive industry has negative relationship with the 
cost of equity capital; the higher quality of management forecast from the 
non-external financial incentive has contribute to reduce the cost of equity capital; the 
















decrease significantly more; the quality of management forecasts disclosed by the 
lower profitability firms has negative relationship with the cost of equity capital. 
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